Editer’s note

. Im 1980, BEA, in cooperation with the Council of Boo-

nomic Advisers, the Office of Managemeni and Budget,
and several other Federal agencies, prepared new esti-
mates for 195530 of the high-employment budget for the
Federal Government. These estimates, along with an anal-
yeia of the results and & description of the improved meth-
odolugy, were published in the November 1980 Survey or
CunkenT Buamess. With that publication, BEA assumed
respomsibility for the maintenance and impeovemant of
the current and historical high-employment budeet esti-
mates. Bubsequently, an article in the April 1982 jssne of
the Survey presented rovised estimates. The revisions
were primarily due to the most recent comprehensive revi-
sion of the national income and product acconnts, but also

- incorporated statistical updating and some smail improve-

ments in methodology. In addition, the April article intro-
duced estimates of chenges in the high-employment
budget due to the automatic responee of Federal receipts
and expenditures to inflation. The inahility. to separate
the inflation-induced changes in the high-employment
budget from other changes had been a major limitation of
the previcusly published estimates as & messure of discre-
tionary fiscal policy.

In what follows, William Fellner, of the American En-
terprise Institute, prezenis a critiqgue of the high-employ-
ment budget and of potential output—an integral part of
the methodology of the high-employment budget—that
takes off from the two Sunvey articles. Frank de Lesuw
and Thomas M. Holloway, of BEA, respond.

The High-Employment Budget and Potential Output

4 Critigue

I. Introduction and
Summary

THIS note is motivatad in part by dis-
sent from basic premises anderlying
many writings on the high-employ-
ment budget, including Frank de
Leeuw and Thomas M. Holloway's ar-
ticle in the April 1832 isene of the
Survey oF CURRENT Business. The de
Locuw -Hoiloway article is a sequel to
that published in the November 1980
issue and written by the same su-
thors and by Darwin & Johmson,
David 5. McClain, and Charles A.
Waite, Some of the reasons for my
digsent from the approach used by
these authors as well as by earlier
contribntors were explained in the
1978 volume of the American Enter-
prise Institute’s Confemporary FEoo-
nomic Problems series, and the pres-
eni note develops that critiqua for-
ther.!

L Sew i that volume my “Gtructural Problems
Behind Our Meamired Unemployment Retes,” particu-
lurky the secthom on “The Conventional Gonufutof?n—
tential Cutput and the Problero of Rigldides,” pp. 34-
95,
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However, the motivations of this
nobte are not entively critical. There
exists an area of overlap between the

years avd that will, T hope, continue
to gain ground. The existense of thiz
overlap needs to be stressed all the
more hecause the recent contributions
of the authors named above have ad-
vanced their approach in such & way
that various improvements they have
made will prove valuable to research-
ers regardless of their macroeconomic
ovientation. I will, therefore, first
comment on what I regard as the
merits of their contributions.

Given the offective tax rates on the
incomes of various types and sizes ao-
eruing in & couniry, and given the
fiscal commitment of itz government,
Facal roceipts and expenditures—
hence defieits or surpluges——are sig-
nificantly influenced by the level of
ecopomic activity. It is clearly useful
to try to obiain good estimates of this
effact. Such information is indeed
needed, if for no other reason, be-
cause it is impossible to astimate the
consequences of discretionary changes

By WILLIAM FELLNER

in tax or expenditure provisions with-
out forming an opinion of how budg-
etary outcomes wers influenced in the
pset and may be influenced in the
future by changes in the activity
level.

In their contribation of April 1982,
de Leeuw and Holloway have rightly
stressed that the determinants of the
budgstary outcome- other than ihe
level of econemic activily—hence the
determinants of the budgetary out-
come at any given level of activity—
include not only the legal-institution-
sl provisions on which the tax intake
and the expenditures depend at any
given price level, but alse tha rates of
price change. Guite aside from
changes in relative income shares
usuelly brought sbont by inflation,
the inflationary bracket ¢creep and un-
derdepreciation—which, for good
Tanson, have received much attention
recently—iend to raise fiscal revenuas

Hote—The enthor is Resident Scholar at the
American Enterprise Institute and Sterling
Professcr of Econamics, Emeritus, Yale Ugiver
gity. The viens sxpressad ame those of the
author ard sbould oot be ascribed to the lnsth
tuts or to the U5, Department of Comraavoe.
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in relation to expenditures. It is a
merit of the de Lesuw-Holloway con-
tribution that it supggests a method
for quantifving the effect of inflation
on the budget deficits and surpluses
of successive periods. The de Leeuw-
Hollway method makes it possible to
divide changes in the fiscal receipis
and expenditures of successive guar-
ters Inte two components for levels of
output described as  “high-employ-
ment levels” or “potential lavels
_These two components sre (a) the
‘chanpe that iz brought about by
changes in effective tax rates andfor
in Ascal commitments at an uachang-
ing inflafion vate, piven the assumed
high-employment (potentiall level of
output, and {b the changes that is
brought about by . the obssrved
changes in the inflation rate.

An admitted imparfestion of the de
Leeuw-Hollowny method is that the
inflation effect on the budget is esti
mated using the observed inflation
rats, and this rate is not the same as
the one that would devalop al other
activity levels, sech as the level that
the aathors assume to be the level of
potential output. But this imperfec-
tion I consider inevitable, as appax-
antly do the authors, because thers
exists no reasonably sound method for
estimating the inflation rate corve-
sponding to akernative levels of eco-
nomic activity.

In the foregoing pavagrzphe I
placed the emphasiz on what I regard
a8 a common ground. I will now turn
to two points of disagresment with
the ususl presentstions, incuding
that of de Lesuw and Holloway.

The first point relates to the signifi-

_ cance attribuied to the poteniial

cutput, in terms of which the high-
employment budget is defined. This 1s
the output of which it is assumed that
it would have become the actual
output if the demend for goods and
services had been kept sufficiently
kigh, but not so high as to generate
inflationary instability.

I will argoe that the concept of an
output path so described is unhelpful
and is apt to become a source of con-
fusion. In the raes] world, the size of
an economy's output potential de-
pends or a large numher of variahles,
including supply-side vartables, which
are not specified in the models used
to obtain the ocutput path for which
the high-employment budget iz de-
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fined. Behavior on the supply side is
strongly influenced by the demand-
policy posture, and hence it is not &
given to those in charge of these poli-
cies. Researchers emploving the con-
capt of a potential output to be
brought about by demand policies can
merely give the superficial appear-
ance of deriving that concept from
the characteristics of the real world.
It is impossible to get around this dif-
ficulty by directing attention roostly
to period-to-period changes in the
hirh-employment badgei, rather than
te its level in any one period, because
the potential levels of output, amnd
hence the levels of the high-emplay-
ment budget, are not weli-defined
magnitudes for any peried. Thus, the
same arbitrariness that attaches to
levels aleo attaches to changes.

Aa 1 sea it, providing useful quanti-
tative information to policymalkers
about budgetary cutcomes requires, in
addition {o estimates of the =actual
outeome, estimates of how, given all
statutory measures and the institw-
tional setting in peneral, the budg-
etary outcomes vary within ranges of
activity levels and of inflation rates
conziderad to be of interest. The sub-
jective judgment of the expert wonld
then be limited to deciding the width
of the range in which the users of the
estimates are apt to be interested;
even in this decigion he would receive
some guidance from political decision-
makers and others using the esti-
mates. Within such a reasonably de-
fined range, it would presumably be
necessary to select discrete levals of
activity and of inflation, although the
possibility exists that relations would
be found that indicaie how the badg-
etary outcome changes when a move
it made from one level to another
within the range.

The view [ am expressing i consisi-
ent with the conviction thet orienting
demand policies directly to specific
“real” resulés—such as & politically
acceptable high-smployment path or
real GNP—is not a useful policy ob-
jective. Under & demand policy known
to set itself such “real” objectives, it
becomes necessary to accommodate
inflationary cost-setting practices de-
veloping from the expectation that
the aunthorities will not abandon thsir
“real” objectives even if the price
leve]l should rise. Thos, the cost frend
will soom start steapening, but the ac-
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commodation of this steepening must .
occasionally be interrupted in order
to prevent its getting out of hand at
an early stage, and the environment
s0 creabed is one of sigmificant uncer-
tainty and of low efficiency. Over any
reasonable tire horizon, a much
better putput performance s apt to.
develop under a policy that conditions
price expectations, and thus wage and
other cost trends, to a consistent aver-
age rate of nominal dermand creation
over cycles as a whole and that thus
achieves a reasonahble degree of gener-
gl price stability. Even such a policy
it bazed on the belief that, orce
markst expeclations have betonme
geared tn a given rete of nominal
demand creation over the cycle, thece
will correspond to that path of nomi-
nel GNP a path of real GNP that
leaves room merely for a price trend
that can reasonably be regsrded as
practically moninflationary. This
belief implies that even policymakers
ariented to nominal demsand expect
the trend in real outpuet to fall in a
range of moderate width. Yet there
exigiz an amential difference between
a policy so desceribed and one based on
the assumption that the characteris-
tice of a apecified potentizl eutput
path are known and that it is possible
to estimate the demand that will call
that path into heing.

A policy oriented to nominal
demend creaticn over the cyele as &
whole can serve notice to the market
participants that the size of the real
output For the marketing of which
damand will be made availshle de-
pends on the cost trends and that,
hence, the marketable outpat depends
on the behavior of the market partici-
pants. Conveyance of this message is
an essential property of such a policy.
In contrast, while a policy oriented to
a real onipui objective auch as poten-
tial cutput is assumed to be compati-
ble with the avoidance of inflationary
metability, the sstumed compatibility
rests on guesswork that iz apt to
prove wrong once market participants
have figured out that the decision-
malters are puided by those objectives.
This statement assumes a palitical en-
vironment in which wage and price
controle gre recognized to be inefii-
cient means of reconciling policy ob-
Jectives.

The second peint of disagreement
concerns the reasons why budgetary
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outcomes sre gignificant. I wifl sug-
gest that any statemsnt about these
reasons—particularly why deficits
and surpluses at alternative activity
levels deserve attention—would have
te be based on sanalysis of greater
complexity than that izaplied in most
of the recent presemtations. These
presentations, - including de Lesuw
and Holloway's, oversmphasize ma-
Croeconcmic expansionary or restrain-
ing effects as reasons why deficits and
surpluses matier, and the analysis
thet loses sight of the effect on the
consumption-investment mix.

I1. Failure of the
Potential Path To

Represent a
“Normalized” Version of
Reality

ALL estimates of the path of poten-
tial ontput—the path for which the
high-employment budget iz defined—
muist be hased on personal judgment
of a distinctly subjective kind, and the
Judgmeént is no less subjective if
reached by the reconcilistion of the
views of coopersting regearchers or
decisionmakers. Usually two types of
such judgment zre wade in tracing
the path of the potential output,
which, it is claimed, would he the
actuzl path if the finel demand for
gols and services were continnously
held at the level inducing a move-
ment along that path,

Ome of these judgments relates to
the period {quarter or year) in which
conditions are such that the resaarch-
er is led to set potential cutput aqual
to actual sutput. The other relates to
the rate of increase of potentisl
output over a span beginning or
ending with a period of the sssmed
equality. The rate of increase of po-
tential ouiput is conceived of as deter-
minad by the growth of the quantity
of inputs and of their productivity in
circurnstances im which the inpets
and their productivity grow at their
potential rate.? Given that the path of

2, Recenrchers freqoenily focds on igerestes in labor
hoars and in sukput paer tabar hour. on apasifie as-
sumpifopg concerning other inputd and ¢oncerning
techtwd ogical progress.
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potential outpat is aesumed to be the
actital path if demand is kept growing
at the appropriate rate, the potential
increase in the quentity and the pro-
ductivity of the inputz are alse re-
garded as those that would masterial-

ize if demand were kept as high as

possible without destabilizing the
gconomy through price pressures. But
the difficulty ig that this is an exceed-
ingly hazy conception, one behind
which there are vague implications
rather than elements of a congistent
analytical system.

The potential paths—these of
inputs, productivity, and output—that
are consigtent with the foregoing de-
seription depend on & pubstantial
number of determinants of supply be-
havior in input markets and in mar-
kete for final goods and services.
These determinants nclude (1) the
preference functions of individuals on
the supply side af the markets, (2) the
tax atructure, (3) the aystem of trans.
far payments, (4) the network of regu-
lations, (5} the degree and types of
competition n ell markets, and,
equally important, {6) the public's per-
eeption of the basic posture of the au-
thorities in matters of demand-policy.
Mo one in our profession claims to
have 2 reasonably dependable guanti-
toative sstimate of the sipnificance of
each of these determinants, and these
may not evenh make up a complete
list. Yet estimates of potential cutput
are used by the official agencies of the
United States and other Western
countries as well as by the staffs of
important international organize-
tions, and thesze estimates tacitly
irnply the effect on supply behavior of
the determinants [ have listed.

The last of these detérminanits,
market participants’ perception of the
authorities' demand-policy posture, i=
fmportant  becsuse the question
whether a demand policy succeeds in
svwiding inflationary  tnstahility,
which along the path of the potential
cutput is supposed to be avoided, de-
pends gignificantly on the interpreta-
tion placed by the markets on the au-
thorities’ demand-policy posture. A
high-smployment path, initially as
sumed to avoid inflationary instabil-
ity, will usually turn out to result in
suweh i ility onee the authorities
are known to be committed to pro-
wnoting that pach,

Nirrembar 1982

As a resalt of the difficulties 1
stressed, the researcher employing
the concept of potential output and its
budgetary corollary is driven to rely
on makeshifte Criven the available in-
formation on trends in the varioos de.
mographic clasees, he seeke to “cor-
rect” the observed output for the dis-
torting effect of “abnormalities"
caused by insufficiencies and axcesges
of demand. Because of the inevitable
vaguenees of the judgments mvulved
in this procedurs, the resulting “po-
tential” threatens to becoms a pure
figment of the imagination, and henee
attempts are made i link the path of
potential culput, at least in some re-
spects, to objectively ascertainable
properties of reality. Thiz need for a
link typically expresses itself in the
auggestion that the path of potential
ouiput is a cycle-neutral path, that is,
a path capable of being comnstructed
by removing the cyclical disturbances
from the actiral path.? But this, too, is
a much less wall-defined concept than
the words would suggest. The data
listed] in table 1 can hardly be seid to
suggest any convincing link between

‘the de Leeuw-Holloway meries of po-

temtial output and a cycle-neutral or
“mormalized” version of reality.

For the entire petiod covered by the
table—a period including four busi-
neass cycles—the growth of the poten-
timl GNP does indeed squal that of
the actual GNEP.! Bui this iz the only
regpect in which the potential path is
anchored suceessfully to a conception
of "tHormalized” reality—and this i=
not very much. Even for the perind as
a whole, the average unemployment
rate along the potential path was 1
percentage point lower thean fhe
actual rate. Moreover, for three of the
four business cycles in the tsble,
there are substantial differences not
only hetween the unemployment rate
along the potential path and the
actual vnemployment rate, but also
hetween the growth rates of potential
real GNP and of acteal real GNP.

34, “Cyele neutrality™ i explicitly cladmed Tar Pha
concept of the "potantisl” in the snalyeis developed by
the Imtdrnatioosl Monetary Fuod. See the peference in
fortmate 12, D Leanw and Holloway cwll the potetitial
GNP “the treed lavel of qutput Brom which cyclice]
deviations are messared §n cabiulating the high-em-
ployment, budges,”

{ Raunded to the firat decimal, bath growth vates
wra .7 percent. For the entls poriod covered by da
Lewww and Fellowsy (1055-31% the bwo rates alkso
round to the same rumber (T3 pereant),
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Table 1.—Measures of the Actual and ihe Fotential Path, 1957-79
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Thus, in no usual sense of the term is
it convincing to speak of the “cycle
nentrality’” of the potential GNP. The
construction of the potential series,
and hence of the corresponding high.
employment budget, involves a sub-
gtantial degree of arbitrariness.

It is possible to go even a step fur-
thar in thiz eriticism by pointing out
that, if by common-gense criteria the
concept of the potential touches on
characteristics of the real world in
some respects, then it is very unlikely
to do g0 in many others. These incon.
gistencies occur becauss the concept
of potential lacks an analytical struc-
tnre that would anchor it to the real
world in a systemnatic faghion. To i1
lustrate: By criteria that ere largely
imtuitive hut reasonably convincing, it
does “make sense” to assume, as de
Leeuw and Holloway do, that in the
second gquarter of 1956 the real GNP
waa at its potentiel level {see note to
table 1). Yet it makes very little sense

- to say that in 1973-7%, a significantly

inflationary period, the path of poten-
tial real GNP was rising at an annual

. rate of 3.3 percent while that of

actual real GNP was rising at & rate

: of 2.8 percent, or that in the same

" peried the potential path weuld have

been associated with a 5.1-percemt
avergge unamployment rate in con-
trazst to an actual rate of 4.7 percent.
At the end of that period, in the gycli-
cal pesk year 1979, the poiential

- output is said to have been 1.4 per-

cent higher than the actual outpat,
and the corresponding unemployment
rate is said to have been 0.7 percent-
age point lower than the actaal rate,

bacanya it I mnql'
farued B, e Al cata it Sount Lo

although from 1978 to 1972 the GNP
deftator rose 2.5 percent and the Con-
guiner Price Index no less than 11.3
parcent. It ig very diffienlt to yelats to
reality a “potential” that exhibits this
hehavior, or even to attach any essen-
tial mea.nmg whabtever to such & “po-
tenEial ™

III. Survival of a Concept
Despite Its Deficiencies

THERE arc several signs of sware-
ness of these diffieulties—perhaps
even of the legitimacy of the cobjec-
tions I zm expressing—on the part of
experts estimating and employing the
concept of potential output and of the
high-employment budget.

De  Eecow and Holloway call the
reader’s atiention to the fact that
"there is a wide range of plausible es-
timates of the potential GMP.” They
illustrate this wery convincingly by
providing specific figures in the text
(not in their tables) for what the po-
tential oudput and high-smployment
budget would have been i for 197581
they had sesumed that the unemploy.
ment rate associated with the poien-
tial output was 6.0 percent instead of
the 51 percent wunderlving their
geries. The reader learns that the dif-
Fference would have been larpe.

Similarly noteworthy are the dis-
cussions of ambiguities contained in

-the Council of Bconomic Advisers' ex-

planations of verious revisions of the
estimated path of potentiel GNP. The

m#mumhmmmnhuhmmm During thess 4 yaary plual GHEP sweended potastinl OHF,

thees years actual GHP b ssumed o aqopl petgntipl GHF in the secoad moflﬂﬁ&andluhﬁ:urlh uaruratlm Tha
bwl\-ul-rpﬁlb&lmmuﬂnnu?by ["2 ‘I i plomredit
along ikl phil: b in Hee first quorter of 1258, tha ﬁllt qnn.rur-ul' ISBT and the

latest revision accompanied by &2
somewhat detailed discussion of the
reasons for it appeared in the Janu-
ary 1979 Report of the Council {(pp.
72-76), and it is impossible to go
through that discussion without be-
eomihg consgious of the amount of
personal judgment invalved in the
procedure by which the revised fig-
ures were ablained.

The gueation arizes why, in spite of
thege acknowledged difficulties and in
gpite of fragquent ax post facto revi-
gions of official estimates of the poten-
tial output, that concept and ita budg-
etary and cther corollaries have so
far eurvived. 1 think the answer is
thet all thege concepts fit in rather
well with a particular view of maecro-
gconomics my dissent from which was
expressed on earlier owasions and
wag repestad in the introductory see-
tion of the present papar. This was
for some time the dominant view—a
view that had become frozen into the
orthodoxy of several decades; 1 think
this view is abouf to lose its domi-
nance, although it is till held by
many economisis,

Ag T have argued, the concept of the
potential output and itz covollaries fit
into a macroeconomic view that takes
for granted a supply-side trend com-
patible with reasonable pm:.a stabil-
ity, although such stability is exceed-
ingly unlikely to develop under a
policy focused on the achisvement of
a specified high-=mployment output
path. I congider it fortumate that
there i= much more appreciation of
this eriticism than there was a few
years ago, and alzo mors understand-
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ing of the undasivahility of wage and
price controls 85 a means of ¢ircum-
venting the basic difficulty. Yet for
the tirne being these issues remain
hotly debated, end scrapping the ap-
paratuns employed on one side of the
debate—i.e., the apparatus of poten-
tial output and its coreilaries—would
not meed (or not yei meet?) with zen-
eral approval among economists.

IV. The Expansionary
and Contractionary
Effects and the Effect

on the Consumption-
Investment Mix

IN addition to being critical of the
concept of potential output and of the
high-employment budget, I want to
express the conviction thaf, aside
from a few exceptions, the usual pres-
entation of these concepls directs at-
tention far too exciusively to expan-
sionary and contractionary effects as
the relevant criterin for appraising
the szipmificance of deficits and sur-
pluses. I shall suggest at the end of
thig note that several decades aga the
originators of the high-employment
budget concept seem to have had dif-
farent oriteria.

The opening statement of the de
Laguw-Holloway article reads: “The
high-employment budget provides a
summary measure of the effects of a
Federal fiscel program on aggregate
demand. It is a better messure for
this purpose than the actual budget
because it excludes the changes in re-
ceipts and expenditures that are auto-
matic responses to fluctuations in eco.
nomic activity.” The suggeaiion here
clearly is that, on implied "other
things equal” assumptions, to which 1
will return, a move to a Aigh-employ-
ment deficit or towarnd a higher such
deficit tends {0 rmize aggrapata
demand in an economy conceived of
as initially placed on the path of the
potential outpat, while a move toward
a high-ereployment surpfus or toward
a higher szch surplus, tends to have
the contracy effect, and that the em-
phasiz belongs on these consegquences
of the high-employment budgat.
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On the same implied “other things
equal”’ assumptions, an aciual deficit,
such as develops even in the event of
a balanced high-employment budget
when output falls short of the poten-
tial, also has a demand-raising effect;
and an @eiug? surplus, such as devel-
ops even in the event of a high-em-
ployment balante when output ox-
ceads the potentizl, ales has a
demand-madarating effect. Qut thega
built-in (autcmatic) stabilizing effects
of the difference between the actuazl
and the high-employment budget
meraly reflect existing deviations
from the potential ontput level.

This overemphasis on expansionary
and contractionsry effects
detracts attention from the restrictiva
nature of the implied “other things

equal” assumption, and it detracts at- -

tention also from the effect of deficiis
on the consumption-investment mix.

The “other things equal” assump-
tion irnplied in the anzlysis placing
all the emphasis on expanstonary and
contractionary budgetary effects re-
lates to meonetary policy. The azsump-
tioh invelves regarding the money
supply as zver, bacause in normal
circumstances B OT Cob-
tractionary effects of deficits or sur-
Fluses can be offset by reduced or
stepped-up money creation. The cir-
mmstances in which this is not the
cage are those of the Keynegian “1i-
quidity trap” (obsolute liguidity pref-
erence).® Theze circumstances may
arise in some phases of depressions,
but they command little interest in
the analysis of Cypical relations in a
present-day economy.

Moreover, even on the implied as-
sumption of a given money supply,
the dermand-raising (or reducing) ef
fecis of budgetary deficits (or surpius-
es), on which the usual presentations
place all the emphesis, can result
only from reduced (or increased)
money holdings per unit of experndi-
ture, that is, from increassed (or re-
duced} velocity. Thus, focusing on the
demand-raising {or reducing) effects of
the budget involves concontrating on
what in termz of the equation of ex-
change are money-velociiy effects.

7+ Thess ape ciecumgtances ln which tha demand for
monky is inbnitaly dastic to intersst rates, and all in-
cragpas (or deavessey} in the moudd supply result
murely in intresmed lor deceased) meney hobdings pac
anlé of expendiitare rather than in [neressed (or de
eraapnd] axpiiditume,

MNrvmmber 1982

Such effects are likely to develap
from deficit-financed government ax-
penditures to the extent that the
public regards the government securi-
ties by which deficits are financed as
moeney esubstitutes, that is, as assets
for which rooney i3 obtainable
promptly at very little cost when
needed. But there is reason to be criti-
cal of a procedure that stresges these
velocity effects assuming that they
are not offset by adjustments of
memey creation, and that does not
aven mention the strong presumption
that, given the level of activity, defi-
gits reduce and surpluses increase pri-
vate investment. In the United States,
aithough not in afl Western countries,
private investment includes practical-
Iy all investment of enterprises.

The proposition that deficits are fi-
nanced by saving that would other-
wise be available for financing private
investment, and the analogous propo-
sition for surpluses, are svbject to
qualifieations that ehould not be pver-
looked; I wil! briefly consider them in
the next section. But the burden of
procf remains on those whoe might at-
tribute decigive importance to these
gqualifications snd therefore might
sugpest disregarding the eifect of defi-
cits and surpluses on the consump-
tion-investment mix, This effect has
been recelving increasing attention,
and I think rightly so.

To simplify the analysis of bude-
etary effects on the consumpition-in-
vestment mix, it im advisable to
assume that the overall macroscone-
mic expansionary or contractionary
effacts of the budget are offset by
manetary policy. By thus seiting a
given level of aggregate cutput, it ie
pessible to aveid dealing with two
problems at the same time and to con-
centrate on the consumption-invest-
ment mix at that output level. The
propegition that, for & given ouiput
level, deficits reduce privats invest-
ment in relation to consumption {and
surpluses ifncresse investment) has
girong foundetions in general chserva-
Hons and common-sense ressoning,

The proposition restas on the view
that membera of the public consider
themselves savers to the extent that
they refrain from conswmption in
vrder to buy government securities.
Hance, to the extent that they behave
in this way, the public is “saving” in
B form that takes the place of forms
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that would make the saving availshle
to private investors. Indeed, it may be
asserted firmly that the public does
. put part of its conventionally defined
" paving—that is income after texes
minus consumpion—ints government
securities.® Qualifications of the con-
clusion that deficite diminish the
saving available for private invest
ment imply, therefore, thai if the
saving asz conventionally defined is
partly used up for fimancing deficits,
then the public will save more than it
would otherwise save in order to
achieve the objectives for which it is

saving.

V. Qualifications of the
Investment-Reducing
Effect of Deficits

IF the gualifications to be considered
in this section waere completely disre-
parded, government deficits would
have to be viewed as displacing pri-
vate investment by the full amount of
the deficits. However, it would be
wrong to disregard these gualifics-
tions, the more relevant of which em-
phasize the fact that the purchase of
the government securities represent-
ing the deficit may occur jointly with
. a downward revaluation of compo
nents of the purchaser’s net worth in
_ terms of goods and services (his “real”

net worth). This downward revalu-
ation may, in turn, induce the buyers

6. To be prociss, m addition o conaumption, the n-
texeat paid by consumens bo budines and transfor pay-
me#nts to foreignets are Bloo to be deducted from
income after taxed 1o werive gl personal saving, Mors.
aver, if ook wished to include corporate saving, one
would have to add to pecsonsd saving the difference
bBetwenn corporats profits after taxes {with the inven.
tory valuztion and capital sonsurption adjuskients)
and dividend paywicntd. T will wrplain in this fostnots
why, for the prasent specific purpase, it 3 preferabls
et Lo add eorporats saving defiid in this way to par
sonn] sirving.

The peason is that much of the discussion in the
taxt section will be cotwrnsd with qualifiestions of
the propesition thet deficita Pully divert mving o
privote investment, and an analysis of this pooblvm
meads to focus on the dilferance bebwan saving in the
conviitional sense and chavges in oet wosth, fielud-
ing "real” revalustions A dizcussion of the . slfect of
revaleatiing ob sving in the conventional serae oplle
For valuing and revalulig corporata assels o the basis
of the Judgweent of stockboldern, rather then by refer-
ence: to any of the valaation methods that are implisd
o the corperats savicg concopt. This éonclusion
epesky for ntarproting changes in net worth as pas;lt-
ing from peraonal saving plun asset revaluations, in-
ruding stoek-ruarkst revaleations:
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of government securitles to 2ave more
in the cowventional semse (current
income minus consumption) to make
up for the losa.” If there is more
saving, thers is an offeet to the invest-
ment-reducing effeet of deficits.

To he specific, one reason given by
sorne ecopomists for qualifying the
propositicn concerning the saving-ab-
sorbing (invegtment-reducing) effect of
deficits is that deficits increase . the
future flow of tax liabilities, ard that.
therefors, a public fully aware of this
should not regard government securi-
ties as sources of a future flow of
benefite. Hence, a  well-informed
public should not, on belance, inter-
pret its acquisitions of government ae-
curitiess as frue saving in the sense
relevant to its behavior, that is, as
relevant to the ohjectives it is pursu-
ing by its zaving decizions. This s es-
sentially David Ricardo’s “equiv-
alence theoram” es formulated, for
exemple, in chapter XV of his Prin-
cIples. According to this theorem, the
appropriate nsights on the part of
the public would prevent the emer-
gence of a difference between the of
feets of taxfinanced and defieitfi-
nanced public expenditures: In the
event of deficit-financing, the present
value of the future flow of the result-
ing tax lisbilitiee merely takes the
place of what the present tax liahil-
ities would be in the event of tax-{i-
nancing.* But Ricarde, who called at-
tention very clearly to the logical
foundations of this theorem, did not
believa that the public really behaved
jn thiz fashion. He believed—rightly,
1 think—that given the public's actual
hehavigr, deficits do channel saving
away rom investment.

As I sem i, the "squivalence theo-
rem” disregards at least two aspecis
of the problem of deficit-financing.
Omne of these ia that the future flow of

7 Sen footoote § for tha conventonal deflnition of

BarLnE-

§ BEven if the public hed the insghts hare amumed,
thi theorem would not imply that, privale iovestment,
which in the Unlted stales intludes almost all inveat-
meént of antavprlees, auffees no reduction. Teedinanced
governrmant sxproditures, anbss thay are of apeciflc
ivpsa that are complamentary oith poivate invest-
mant, alks mcdude privets inveitmont Lo some eveant.
This iz becausa they reduce dispogakle intemes ot any
givan lewel of GNF, and this normally reduces not
only congamption, but to some extent aleo he saving
of the pehlic. Bul thix b, of course, & for ery from sup-
pression 9f investoent by tha foll emmmt of tax-fi-
nanced poverament expenditures
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tax liabilities, which the theorsm
stresses, will become largely a burden
of future generations, and, in the ap-
praieal of the present savers, the in-
teresiz of those penerations are not
truly equivalent to their own. The
other is that, withie laits, the servic-
ing of the public debt can he uerder-
taken by lssuing additional govern-
ment securities, rather than by tax-
ation. The point here is that, if in' &
growlng economy the sarvicing of the
public debt by issuing additional gov-
ernment securities does oot exceed
gpetifiabla limits, interest on the debt
will not ehow a rising frend in rela-
tion to ineome, and A sustainable path
may develop. S0 much for the equiv-
alence theorem and its limitations.
The proposition concerning the in-
vestment-reducing effects of deficits
has recently heer said to be subject to
limitations for a different reason. Al-
though unrelated to the equivalence
theorem, and sugpesting a less sweep-
ihg qualification, this argument also
builds on the assnmption that a
public placing part of its convention-
ally defined saving in government se-
curities does not regard the entirs
amount so0 "saved’ as saving in the
sanse ralevant to its own behavior.
Assunve that in am inflationary era
the public is promised and receives,
say, 15 percent interest on govern-
ment securities purchesed out of its
income. Even if the public considers
10 percentage points of the 1% an in-
flation premium, in the conventional
sange [t still will bhave zaved the
equivalent of the entire amount of the
security purchase. According to this
argument, however, the public will
behave as if it were a true saver only
to the equivalent of M) percent of the
security purchase; the remaining 10
percent is neadad to avoid a log2 in
real terms. Consequently, while the
coaventional definition of saving—
income after taxes minus consump-
tion—includes in the public’s saving
the entire nominal value of these se-
curities, the public will be found to
save more in the conventional sense
than it would have if there had noi
been a ll-percent inflation prernium.
In the senze of the conwvantional
saving concepi, the public will save
the 10 percent in question gdditional-
ly. Hence, to the extent of the infla
tion premiom included in the nomi-
nal interast on govarnmment securities,
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the deficit will, aceording to this arpu-
ment, not cut into the saving availa-
ble.

should at any rate draw a distinction
between allowances for anticipated in-
flation rates expressing themselves in
the nominal interest rates and unex-
pected losges in the real value of
agsets auffered by security holders
subsequently.’ it is convineing to sug-
gest that income recipients firmly ex-
pecting to suffer a logs on the real
value of a gecurity that thay sre ae-
quiring will compensate for this by
saving more from the outzet in the
conventional sense of the term, in
arder to achieve their true saving ob-
jective. Yet, aven if they do behave in
this fashion when they expect the
lo=s, they are very likely to give them-
selves quite a bit of time for gradually
{and perhaps only partially) malking
up by additional saving any unexpect-
e real loss of which they may
become aware at some subseguent
stage in the later course of events.

We have pow congidered the two

analyticelly significant qualifiestions
to which the preposition concerning
the investment-reducing effect of defi-
cits iz subject. A third gualification
often refeyred to is sufficiently differ-
ent from the two qualifications just
diseussed to justify, in the present
context, its relegation to a footnote, !t

As to the first of the analytically
significant. qualifications of the invest-
meni-reducing effect, 1 EAVE reasons
for believing that Ricardo’s judgment
was sound when he suggested thal, in
the mind of the public, the acquisition
of new government securities does not

5. Phillip Cagan, "Tha Real Faderel Deficit and Fi-
nantiel Matkets! AES Economist, Novembar 1981

L}, “‘This qualification expresses itself by the proposi-
tion that doffegts in woy ome conntry nesd hot channel
away from investment the saring of tha same country,
berange the fnkerest-radsing effect of the deficlis may
gonerate & capital ioflow froom stoosd. This is trin: bet
ix of doobtful gguificance in the présdnt contet I
capital is sufficiently mobile, the absorplion of domes-
dc savirg by deficits may oot greatly raduce the accu-
mulatisn of physical eapital in the domsdtie aconomy,
buot there will be wn acuralatipn of foreign chaken
ageinat tha domestic economy. Sxcotrdary advanihges
mey nanirthiless devilip to the domestic sconomy
Teom much capital formation even iF Bhe resulbing capi-
tal involves foreign ownership. Thess secondary ad-
vantages o the domestic sconomy Are apt b mwalt
o complenentackty affecta of otheic inpuda (partice-
laxly of lobor) with: capital
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typically hecome ssgociated with the
need to deduct from the private
wealth the discounted value of an ad-
ditional flow of future tax lHabilities.
And ag to the other qualification—the
quelification based on the assumption
that saving in the conventional sense
will rise if inflation reduces the real
value of the t securities
that finanes the deficit—this does not
sugpest that, on balance, deficits do
nofd cut into the saving available for
private investment; it merely suggests
that the extenz to which deficits cut
into such saving iz reduced by the
public’s awareness of 2 loss in the
real value of government =ecurities
due to inflation. Furthermore, I agree
with Cagan that the magmitude of
any such affect depends on how much
of the inflationary decline in real
value ia expected, that is, has become
incorporated in the nominal rates of
interest.

The rezl problem so pored iz part of
the more peneral problem of the
effect of the real revaluation of
assets—not just of government debt—
on saving &g conventionally defined.
Most economists would rightly be re-
Iuctant to base strong assertions
about this effect on the guantitative
information now available. My own
very tentative reading of the daia
suggests the likelihood that down-
ward real revaluations of assets have
exerted a moderate positive effect on
saving ratica {and that wpward real
revaluatione have axarted the oppo-
gite effect), and thiz reeding wonld
leayve 5 modest amount of room for
one of the qualifications of the invest-
ment-reducing effect of deficits. But
any suggestion about the size of the
revaluation effects on saving ratios
must indeed be described as tentative,
These suggestions must remain tenta-
tive evan in cases in which the real
revaluations do not simply reflect
changes in the real rate of intarese,
that is, in cases in which downward
revaluations do clearly express a Ipss
and upward revaluations a gain to
the saver owning the assets. Even in
these cases, serious difficulties stand
in the way of quantitative appraizals
of the effects of the revaluaiioms on
aaving behavior partly because, in the
long rum, cumulative res] revalu-
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ations of all household assats jointly
congidered are gsmall—and are prob-

ably also expected to remain small— -

aA compared with cumualstive incomes
and partly becauss there in a very
lerge discrepancy betwesn the saving
ratice derived from the natiomnal
income and product accounts and
those derived from the flows of funds.
This discrepancy i disturbing becouse
it remains large even after allowance
for the differences in the concepts un-
derlying the two series.

It fcllows thet some questions had
bettar be left open at this stage, in
part because more help is needed
from the stalistical agencies. But it
also follows from the foregoing analy-
sis that these open gquestions relate
not to whether at given levels of ac-
tivity deficits divert saving from in-
vestment, but merely to the possibil-
jty that the extent of this diversion is
reduced by the behavior described in
the dizcuesion of gqualifications. It is
safe to conelude that the main thrust
of & reasonable arpumeant lies in the
proposition that deficits divert saving
from investment, not in the gqualifice-
tions that the net-worth effect of am
expected flow of future tax payments
and the inflaticnary reduction of real
asset values induce an increase in
saving. This is the resson why, in ad
dition to being critical of the concept
of potential output and of the corre-
sponding concept of the high-employ-
ment budget, I do not favor placing
almost exclusive emphasis ¢n expan-
sionary and contractionary effects of
the budget. Instead, T favor calling at-
tention to the relation of deficits and
of surpluses to the saving available
for investment. The concepinal and
statistical difficulties involved in
doing this satisfactorily muost not be
underrated, but promising new hegin.
rings have been made in this direc-
tion in various quarters, 1

In fagt, as comcerns the recognition
of the bearing that deficits and sor-

1. Sex the International Monetary Fund, Weld
Feonpmic (hetiood, Oceasional Fapir No. 9 (Washing-
bott, DO Intemational Memetary Fund, 1389, pp
105-07, axed tables EG-BT, See also the obasrvations in
1be Anrwal Report of the Council of Eronoirle Aduir-
ere, In Baonornle Report of M Presidpur (Waghington,
Do U GPO, 1082, p. 95 1.

fa



Movenmber 1952

pluges have on the consumption-in-
vestinent mix at given levels of eco-
. nomic activity, it is less appropriate
to speak of new beginnings than of a
return to the viewpeoint of those who
pionesred the concept of the ]:I.lgh;
employment or “full.employment

. 12, Herbert Stedn, The Flacal Revniutior ic Americe
IChicsgo and Loodon: University of Chicago Prese,
1B6D), aspactally R 220 1Y

A Response

FELLNER'S central puints, we be-
lieve, are hia crikicism of using peten-
tial GNP a5 a policy target and his
criticism of overemphasizing the
shortrun expansionary and contrac-
tionary effects of fiscal pelicy. We
agree with much of what Fellner has
to say about these central points.
However, we will argue that these
" points have more to do with how the
high-employment budget iz used—
and, even mare, with how potential
GNP is uvsed—than with how the
hgbemp]ﬂrment budget ie construct-
Furthermore, the uvses that
Fellnﬂr criticizes are much less in evi-
dence today than they were a decade
* or more ago. One posstble implication
of his criticiemas iz that potentisl GNP
ghould be revised or replaced by an
alternative trend. As far as we can
gee, there are no implications for the
rest of the high-employment budget
, methodology—the gross-up method,
the elasticity estimates, the treatment
of automatically indexed expenditure
programs, and all the other steps that
constituted the subject matter of our
two articles. !
We begin with soine observations
- an the various uses of potential GNP
and of the high-employment budget.
Next, wa comment on Fellner's points

Immludiﬂmdhmpumnul-ﬂﬂ?mmw
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budget. In their November 1980 arti-
¢le, de Lesuw at al. rightly assign this
pioneering role to the Committee for
Economic Development {CED), and
they do so by referemce to Herbert
Stein’'s account and analysis of the
CEDFs deliberations in the years im-
mediately following World War IL°
From Stein's analysis, it appears that
the CED's view of the problem recog-

nized the possibility of achieving any

33

level of economic activity, including a
high-empioyment or “fullemploy-
ment” level, with different receipt-ex-
penditure relations, depending on the
monetary policy. From the same anal-
yeig it also appears that, when propos.
ing emphatically a fiscal policy result-
ing in a syrplus at what it considered
g feesible *“full-employment’” level,
the wag motivated largely by the
desire to promote invesimant.

By FRANK de LEEUW and THOMAS M. HOLLOWAY

about potential GNF. We then com-
ment ¢n his points about the overem-
phasizs on the ex i -contrac-

pansionary
tionery efiects of the Federal budget.

Finally, we draw some conclusions
about the measurement of the Feder-
al Government impact on the econo-
my.

sex of polentinl GNP and of the high-
empiloyment budgef

Potential GNP has been ueed in
two principal ways: as & target for
palicy and ag a trend from which oy
clical movements in GNP are meas-
itred. The policy-target use was impor-
tant in early discusdions of the high-
employment budget by tha Commitiee
for Economic Development (CED) and
in Economic Reporty of the Pregident.®
The 1362 Evonomic Repord for exam-
pla, defined petentinl GNP as the
lovel of real GNF corresponding to a
4-percent unemployment rate, and
stated that “an mmemployment rate of
about 4 percent iz a reasomable and
prudent full employment target for
stahilization policy.”?

Recent discussions of potential GNP
heve emphasized its use as 5 trend

£ Tived and the Hudget: A Prograe for Proeréty
i a Free Eponomty (New Yark: Comnmities for Ecomom-
4 Devalogment, 1847), pp- 31-82 Fiscal and
Foticiar far Tteady Frozomis Groun® [Mew York: Com-
mittee for Exotvomic Dwelt:gmt. 15631, pp. B0=F1.

8 Boonomis Report of Pregidynt (Washington,
D.C: 1S, GPO, 192, pb,

rather than as a policy target. The
1978 Eeonomic Report of the Presi-
dent for sxample, stated that "the
uee of high-employment GNP as the
level of activity undeclying this hypo-
thetical budget [ie., the high-employ.
ment budget] is a convenient but arbi-
trery convention. The purpose is to
adjust the budget for cyelical changes
in the economy, and this could as well
be accomplished using any other
trendpathufi}NP"‘Danmmhﬁda-
fined p-ulantm.l GNP as ontput corre-
gponding to a d-percent unemploy-
ment rate and certain other condi-
tHons, and emphatically stated that
“potential output each year would not
represent a tavget for demand man-
arement policy”® Our articles on the
high-employment budget also uzed po-
tential GNF ag a trend rather than as
a policy target.®

Parallel to this shift in the use of
potentig] GNF has besn a shift in the

4. Feonomiz Report of the Presiden! (Washington,
DG 1A GPO, 1978), . Bl

4. Edward F. Danisol, “'Changes in the Concapt and
Mamsnrament of Fotential OQueput in the Efplbel
Btwts of Amwrica,” m Joachim Frohn and Reiner

Staglin,
Ronggpttenen, Verfohren wnd Ergebaimr  (Berlim:
Buncker & Humblot, 1980}, p. 28 [ealicy are Deplson's
G Freank de Lesuw, Thomme M. Bolloway, Darwin
(. dohosom, Davig 5 MéClain, and Charles 4. Waibs,
“The High-Employmanit Bodgpet: New Botimatas, 1965~
3" Juavex or Cysaswt Brampm 60 (Movember
1330y 16, 13. Frank de Lesuw sod Thomas M.
Holliwny, "The High-Employment Bodget: Revisad
Estimatey apd Avjomatis Inflatkon Effests,” Survry
62 CApwil 10821 21
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use of the high-employment budget.
Barly CED discussions emphasized
the use of the fllemployment
budget, &5 it was then called, in set-
ting targets for fiscal policy. The CED
“stabilizing budget policy” called for a
gmall surplus in the fullemployment
budget.” The Eecnomic Reports of the
Pregident have cnly ccrasionally nsed
the high-employment budget in this
way. The 1978 Econcemic Report was
the last ome in which the level of tha
high-employment budget was used for
setting tarpets; it stated that a bal-
anced high-employment budget “is
the best single guide to a budget
policy that neither pushes the econo-
my above itz desired growth rate nor
holde the economy below it.” *

More recent discussions of the high-
employment budgel have used it
merely as a cyclically adjusted indica-
tor of changes in fiscal policy, without
noy implication that & given surplus
or deficit is too low or too high. The
1974 Ecoromic Report stated that, de-
apite serious limitations in the meas-
urement of potential output, “the full-
smployment surplus caleulation hzeed
on the traditional concept of the po-
tential GNF that is consistent with 4
percent unemployment iz useful in
tha long run for evaluating chanpes
in fiscal policy.” ¥ Later Economic He-
ports continued to use the high-em-
plovment budget as en indicator of
changes in fiscal policy. Our articles
alzo clearly emphasize this use.

Potentiol GNP

Fellner's central criticiem of poten-
tial GNP iz that its use as a policy
target Is unwise. Defining peolential
GNP a2 “the outpat of which it s as-
aumed that it would have become the
actual asutput if the demand for goods
and services had been kept sufficient-
Iy high, but not so high as to generate
inflationary instability,” he states
that it is diffienlt to measnre, and

7. Fazea and the Beedpet pp 22-27.

B. Eenmauic Fupart of the Prosident (Wethington,
L0 US. GO, 1973, p. T4,

9. Ecomamic Report of the Preticdend (Wihingbon,
DG U3 GPO, 1074, p. T

SURVEY OF CURRENT BUSINESS

clearly believes that recent estimates
hava been too high.® Even if the sgti-
mates of potentisl GNP are corrvect,
furthermora, Fellner argues that
trying to move the economy along the
potential GNP path would be infla-
ticnary because policymakera would
be temptad “to accommodate infla-
tionery cost-setting practices develop-
ing from the expectation that the au-
thorities will not abandon thedr ‘real’
objectives even if the price level
should rige” We agree with Fallner
that a poelicy of closing the gap be-
tween actual and potential GNF (as
he defines it) through demand man-
agement is ofter hazardous—a posi-
tion thst an increasing number of
economiziz have come te take in the
lagt fow vears.

Howswer, we do not feel that much
follows from all this for the measure-
ment of the high-employment budget.
If pateniizl GNP and the high-em-
Ployment budget are used merely as
indicators—as has been the case in
recent then we gee no harm in
the present method of measurement,
even when potential GNP exceeds the
path of GNP consistent with no infla-
tionary instability. As long as no in-
forences are drawn about the desir.
able level of the high-employment
surpius or deficit, the high-employ-
ment budegst remmains a usefal indica-
tor.

The only implication of Fellner’s
criticiern for messurement of the
high-emplayment budget, as far as we
can see, is that when the hizh-em-
ployment badget is used merely as an
indieator of fiscsl policy, than there is
no special argument for basing it on
potential GNP rather than on some
other measure of trend. Recognizing
that potential GNP iy difficult to
define and messiars, our initial article
com pared the  high-employment
bodget based on potential GNP with
an slierpative cyclically adjusted
budget based on a b-year moving aver-
age of GNP (and a B-vesr moving

10. We note that Fellmer's definition of poteotlsl
ONP s not ¢he wsnal ope. For o review of albsrmativa
definitions and a criticism of tha one Fellner chooass,
pes Denbson, "Changes in the Concept and Messure
vt of Potential Ouipat,” pp. 21-23,
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average of the unemployment rata).!
Apart from selecting a trend, the
method of constructing a eyclically
adjusted budget was exactly the same
in the two cases. The article included
a chart comparing the two budgets,
and noted that quarter-toquarter
movements in the two were similar,
hut that there were differences over
longer spans, such @5 the degree to
which fiscal policy shifted toward a
defisit from the 1550 to the 1060%,
Possibly the attractive name “po-
tential GINP,” azsociated with the at-
tractive condition “high employ-
ment,” might tempt policymakers to
pursue unwiee policies. We doubt that
thizs femptation it an mportant
factor; if it im, it advances the case for

using stme other messure of—or at

least some other name for—the trend
level of GINP.

Emusiamrmnh‘ucﬁomry effects
of fiscad policy

Another central point in Fellner's
critique is that discussions of fiscal
policy have overempharized itz expan-
sionary-contractionary effects and un-
deremphasized its investmeni-substi-
tution, or crowdingout, effects.
Fellrer considers some objections to
the proposition that crowding-out is
important but dacides that these ob-
jections have only limited validity.
We agree with much of what he has
to say as it applies to the long run.

If digeusgions of fiscat policy have
overemphasized expansionary-contrac-
tionary effects and underemphasized
crowding-out  effects, however, the
remedy iz simpie; it is to discuss
crowding-out more and/or expansion
ary-contractionary effects less. Oor
first article referred briefly to the ex-
pahsfonary-contractionary effects of
fistal policy and mot at ell to the
crowding-out effects. We concede that
thiz ernphasis was probably one-sided:
but we do not see that anything fol-
lows about the pross-up method, the
estimation of alasticities, or any of
the othar technical stepe in constract-
ing the high-employment budget.

11. d¢ Lesuw, &t al, "High-Employment Budget:
Mew Estimakes,™ pp-W—ﬂ

"
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Conclusions

Fellner has raised soma important
issnes about certain of the uses of po-
tential GNP and the high-employ-
ment budget. We agree with some of
his central criticisms of these uses
but we do not feel that theee criti-
. cigms have important implications for
the construction of the high-employ-
ment budget. At most, they may
strengthen the case for moving away
from a potential GNP seriss to some
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other wmethod of representing the
trend component of GHNF.

Any sumpary indicator of the of-
fects of the Federal CGovernment on
the aconomy has its limitations, and
the high-employment hudget is no ex-
ceplicn. Seme of the limitations were
dizctssed in the first of our articles, 12
Other limitations stem from the fact

12 ¢ Loeuw ot al, "High-Employment Budged:
Mew Eatimates” pp, 21-22,
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that the high-employment budget is
restricted to Federal receipts and aex-
penditures, and dees not reflect the
impacts of Faderal credit programs or
of changes in the real value of Feder-
al debt and assets. In spite of thess
limitations, we think that at present
the high-employment buodget 13 2.
useful tool of analysis for sconomists
of many viewpoints, and not—in
Fellner's words—""the apparatus em-
ployved on one side of the debate”
about economic policies.



